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Do you think? 


UPPOSE you like to think—and talk—about current politics, 
international affairs, books, the arts and entertainments, finance, 
and all the other topics that concern the tively mind. Suppose that 
you are interested in what is going on in the world; not just the 
world of politics and industry, but also the world with its lighter 
side turned towards you. 

Now suppose there was a weekly journal that was full of 
precisely these things, written by men and women with lively minds, 
and busy eyes and ears, who can think and write and smile—and 
even do all three at the same time. The result would be a paper that 
made people think; a paper that provoked, interested, sometimes 
enraged them, but always made them think for themselves. 

Well, there is such a journal—the Spectator. 


The Spectator begins each week with leading articles and editorial comment on 
the important events of the week. Features on every possible topic follow. 
Then the arts are given their share of attention by the liveliest and most 
outspoken—yet always balanced and informed—team of critics in British 
journalism today. The new books—good ones and bad—are weighed in the 
Spectator’s balances, the City is put under a microscope, a crossword 

puzzle teases the mind, and that, for one week, is that. 

But of course that isn’t all. In its pages you will find the weekly political 
commentary that is more widely read at Westminster than any other; you will 
find Roundabout looking on at every imaginable aspect of the current scene; 
Leslie Adrian discussing everything from restaurants to refrigerators and Miles 
Howard dealing with the problems of health and sickness. 

You will find a paper that is adult, balanced, tolerant, independent, and free. 
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Why not try the Spectator? It isn’t difficult to get. Just fill in and post 
the coupon below, with 25s. ($4.00 from U.S.A. and Canada). This 
will bring you a year’s subscription at half the normal cost. 


To: The Spectator, 
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Note of the Month 


Algeria: Chances of Success 

For the past sixteen months, the French public has been waiting 
for a miracle. Both in France and Algeria, and among Muslims as 
well as Frenchmen, there has been a conviction that if General de 
Gaulle could not succeed in bringing peace to Algeria, then nobody 
could. Both his statements and his actions since June 1958 have 
strengthened the convictions of those who believed that his views 
were progressive, but until he made his declaration of 16 Septem- 
ber, there was still uncertainty as to the precise lines along which 
his thought was moving, and also as to the likelihood of the army’s 
being prepared to accept anything short of unconditional surrender 
by the rebels. 

In fact, these sixteen months have been used to good advantage. 
By refusing to commit himself, General de Gaulle has been able 
both to prepare the ground for the solution he hopes to see 
adopted, and also to achieve some relaxation of the very dangerous 
tension that existed in Algeria when he came to power. It is doubt- 
ful, now, whether extremists, either civilian or military, could make 
any serious attempt to stage a second 13 May. ‘The army in Algeria 
has been brought much more (though still not completely) under 
civilian control, and some of the more extremist officers have been 
moved to posts elsewhere. The military effort has been stepped up, 
so that the declaration of a policy for Algeria comes at a moment 
when the rebels are weaker than they have ever been. It comes, too, 
at a time, when their appeal is also weakened, by both the political 
and the economic measures carried out in Algeria. Political re- 
forms were begun under the Government of M. Guy Mollet, but, 
as M. Mendés-France saw, they were not spectacular enough to 
convince Muslim opinion that, this time, France meant business. 
Now, Algeria has had elections—national as well as municipal— 
and some 11,000 of the 14,000 Municipal Councillors are Muslims. 
France’s intention to give Muslims real opportunities to participate 

in the government of the country has been demonstrated. And 


a* 375 


376 | THE WORLD TODAY, VOL. 15, NO. 10, OCTOBER 1959 


the beginning of the application of the Constantine plan demon- 
strates her intention of training Muslim administrators and raising 
the standard of living of the Muslims. The creation of the ‘Com- 
munity’, the ‘style’ of General de Gaulle and his prestige among 
Muslims have all played a part. The result is that, militarily, 
politically, and economically, peace with France begins to look 
more attractive to a number of Muslims than peace without her, 
and under the domination of the F.L.N. It is true that the sincerity 
and the results of the elections left a good deal to be desired, as 
General de Gaulle implicitly admitted. But, as he also emphasized, 
the actual holding of elections on a common roll was valuable in 
itself: “I'he road is open; as soon as violence is at an end, it can be 
used more freely.’ 

If General de Gaulle’s declaration will bring disquiet (though 
hardly surprise) to Algerian settlers, it will bring relief to large 
sections of opinion both in France and in the member-States of 
the Community, whose representatives were consulted about it a 
few days earlier. Indeed, it seems to offer the only way out of 
Europe’s most difficult overseas problem, and, characteristically, 
has been presented in such a way as to minimize the risk of deepen- 
ing French political divisions. It offers three enormous advantages. 
First, and this is important for France’s reputation within the 
Community, it offers Algeria the possibility of independence, and 
on the same terms as it was offered to the member-States of the 
Community, namely, at the cost of forgoing French economic aid. 
No French political leader has ever before gone as far as this. Even 
M. Mollet’s ‘triptych’ (cease-fire, elections, negotiations) was ac- 
companied by the condition of the maintenance of ‘indissoluble 
links’ with France. Second, General de Gaulle disarms extremist 
opinion by offering also the option of ‘integration’ (he still does 
not use the word, preferring ‘la francisation’), but also at a cost. 
One is tempted to call the offer ‘integration debunked’, for he made 
it clear beyond any shadow of doubt that its acceptance would 
mean real equality for Muslims in all ways—equal rights to jobs, 
paid at French rates, equal rights to social security, education in 
French schools, posts in the French administration. He was care- 
ful to add that, whatever it was, the Algerian choice must also be 
ratified by France. The prospect of 10 million extra claimants to 
the benefits of social legislation (and double the number in thirty- 
five years, at the rate at which the Muslim population is increasing) 
is not likely to appeal to the French taxpayer. 
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There remains the third option. And here again, the advantage 
is the clarity and precision with which it was made. Algeria is 
offered a status described as ‘self-determination’. It involves local 
self-government, with French, or joint, control of foreign affairs, 
defence, currency, and education, and a federal regime in Algeria, 
which would provide for the coexistence of the different racial 
communities. Algeria’s choice would be made within a period of 
four years from the ending of the fighting, ‘peace’ being defined as 
a year within which not more than 200 people are killed in am- 
bushes or attacks. 

Can this bold, courageous, and essentially honest attempt to 
deal with the Algerian problem succeed? ‘Though four years is a 
short time in which to carry out the essential preparation for self- 
government (even partial) in Algeria, and to get over the conse- 
quences of the long rebellion, it is a long time in the eyes of 
nationalists, ignorant of economic and impatient of political reali- 
ties. (After all, six months after acquiring the status of member- 
State of the Community, the French Sudan is already clamouring 
for immediate independence.) General de Gaulle presumably satis- 
fied himself, during his visit to Algeria at the end of August, that 
the army would accept the plan, but the spirit in which it is ac- 
cepted is also important, because much will depend on the rela- 
tions between the army and the Muslims during the two-, three-, 
or four-years’ preparatory period. It must be remembered that 
four years is a maximum, not a minimum period. And if the 
F.L.N. leaders do not take advantage of the terms of this offer to 
let the rebellion peter out, without involving them in the loss of 
face of negotiating a surrender, but prefer to fight on, then, clearly, 
only pressure from Muslims themselves could prevent the failure 
of the whole plan. 

Perhaps the most vital uncertainty concerns General de Gaulle 
himself. Can he retain his health and his prestige for long enough 
to carry this plan through? And will he be able to prevent its es- 
sential clarity and simplicity from being sabotaged in practice by 
the political and administrative detail that juridically minded 
Frenchmen are always so ingenious in thinking up? There is, in- 
deed, a great deal of detail still to be worked out. It is not an easy 
matter to consult a primitive people on three options at one and 
the same time. The constitutionality of the procedure as it has been 
outlined so far seems open to objections! that might enable a short- 


‘In answers to a series of Parliamentary questions, on 15 July M. Debré ex- 
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sighted Parliamentary Opposition to exercise delaying tactics. Yet 
resort to a dissolution might be hazardous. If the Algerians were 
to choose secession, the difficulties of partition, involving the re- 
grouping of Europeans and also of those Muslims who choose to 
remain French, would be enormous, and the future of such regions 
insecure. Nor is it easy to see how the oil from the Saharan regions 
(regarded since 1957 as no longer forming part of Algeria and, 
therefore, not offered a choice of status) could be safeguarded. 
General de Gaulle is certainly counting on the measures that have 
been taken and on others that will be taken (the setting-up of 
economic and administrative councils to advise on the develop- 
ment of Algeria, for instance) to persuade the Muslim population 
that common sense and self-interest demand their continued as- 
sociation with France. He is probably right in thinking that the 
consequences of secession would be anarchy followed by a brutal 
dictatorship, though not necessarily a Communist one. But com- 
mon sense does not always prevail over nationalist fanaticism, 
and the, atmosphere can be changed in a number of ways during 
the intervening period before the vital choice is made. Neverthe- 
less, whatever the difficulties, this is the first positive proposal that 
has had any real chance of success since the revolt started in 1954, 
and if General de Gaulle cannot succeed, it is difficult to imagine 
that any other leader could. 


pressed the opinion that Algeria’s status could be changed only by a revision ot 
the Constitution. 














New Hope for Argentina's Economy? 


IN Argentina the Army has always been, and continues to be, a 
factor of some political importance and it sometimes takes decisive 
steps that would never have been taken by the civilian population. 
The two important revolutions of recent years, like earlier up- 
heavals, startéd as military bickerings; but not all army quarrels 
become revolutions—still less, as some of the Buenos Aires cor- 
respondents of London papers would have their readers believe, 
does every exchange of incivilities between generals amount to a 
threat of civil war. 

There are two top posts: the Commander-in-Chief, who is 
answerable only to the President of the Republic, and the Minister 
or Secretary for War, in whom the President’s delegated authority 
is vested. If, as not infrequently happens, the Commander-in- 
Chief and the Secretary for War are antagonistic personalities, 
there are bound to be rivalries. ‘The latest outburst of bad temper 
in military circles has now died down: the C.-in-C. was victorious 
and the Secretary for War was routed. It may be suspected that 
President Frondizi, who has little respect for military pomposities, 
finds these disturbances annoying rather than alarming. 

It would indeed be disastrous if these insignificant explosions 
were to irrupt into the civilian political field, where, for the first 
time since 1955, there is some promise that stability might be 
restored—though not without further perseverance. It is probably 
true that the crux of the political problem is mainly economic, but 
an important factor is undoubtedly the continuance in trade union 
executive posts of peronista or ex-peronista officials who have taken 
up an attitude of intransigence and non-co-operation from which 
they cannot withdraw without loss of face and perhaps of office. 
This, as much as differences of opinion on economic matters and 
wage levels, has made the political tasks extremely difficult, and 
almost certainly accounts for a large proportion of the blank vote. 
It is doubtful whether the network of communications among 
crypto-peronistas in Argentina, and between them and Sr Perén 
himself in the Dominican Republic, is really as efficient as has 
frequently been claimed. It is at least imaginable that the ex- 
peronista union leaders are so many Sorcerer’s Apprentices without 
direct instructions. 

The blank vote is a traditional and generally accepted way for 
voters to register their dislike of all the candidates in an election. 
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The aggregate blank vote in Argentina today appears to be in the 
region of 30 per cent of the poll. President Frondizi is in power 
now because the voters who would have registered blank papers 
voted for him: to this extent they were instructed—or it may be 
that Dr Frondizi seemed obviously preferable to Dr Balbin. In 
recent provincial elections, however, which are of relatively little 
importance, the blank vote has reappeared in strength. By almost 
a third of the electorate Dr Frondizi or his party (Union Civica 
Radical Intransigente) is tolerated rather than supported. 

Perhaps the strength of Dr Frondizi is that he has no obvious 
rival. Dr Ricardo Balbin and the Unidn Civica Radical del Pueblo— 
the rump of the old Radical party—do not appear to command the 
loyalty of new supporters and can count on only the traditionally 
radical sector of the voters, some of whom they have lost to Dr 
Frondizi. Itis not precisely or wholly against Peron or Peronismo that 
Dr Frondizi has to contend, but rather against the indiscipline and 
the arrogant ambition of men who acquired power under Peronismo. 

These largely personal factors are inextricably tied up with 
wages and cost-of-living disputes. On this front there is now, for the 
first time, some indication that stability may be achieved. Since the 
appointment of Sr Alvaro Alsogaray as Minister for Economic 
Affairs last June the Government has for the first time come to 
grips with the central economic problem. 

The economic sphere is a relatively unaccustomed activity for 
Sr Alsogaray, but he is proving an outstandingly successful dis- 
ciplinarian in the most difficult and most unruly branch of govern- 
ment. His first appearance in a public post was a brief one as 
Minister of Industry in the Provisional Government of General 
Aramburu. He later formed a small political party and, more as a 
gesture than with any hope of success, contested the presidential 
election against Dr Frondizi. 

Argentina’s present economic plight is widely attributed to the 
disruptions and the excesses of ten years of Peronismo, but a large 
part of the blame must also rest with the Provisional Government 
which, during its two years in office, succeeded in avoiding any 
fundamental reforms that might have contributed towards sta- 
bility. It must be admitted, too, that even President Frondizi and 
his previous Minister for Economic Affairs, Dr Donato del Carril, 
did not really achieve any lasting contribution in that direction. In 
fact, shortly before Sr Alsogaray’s appointment, the economic 
future looked decidedly gloomy. 
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The new Minister therefore has to find ways of reforming bad 
economic habits and inflationary practices of some twelve or thir- 
teen years’ standing. The crux of the economic situation is the lack 
of capital, with its various related problems. The policies pursued 
by the Peron regime, partly intentionally and partly in the course of 
political moves, had the effect of transferring wealth, or a propor- 
tion of the national income, away from the producing, saving, and 
investing sector of the economy—farmers, cattle ranchers, and in- 
dustrialists—into the hands of the consuming and spending sector, 
chiefly the industrial labour force. 

This process led to the formation of powerful trade unions, and 
there grew up a labour sector with rather exaggerated spending 
habits and relatively little idea of the relationship between pro- 
ductivity and prices. The inflation which was inseparable from this 
situation led very quickly to the beginnings of the capital depletion 
or ‘erosion’ that has since been the principal problem of the pro- 
ducing sector. 

This capital depletion has not been made good by the formation 
of new capital, which has been falling in Argentina from the high 
level reached in the 1940s. Nor has there been any foreign capital 
influx large enough to compensate for the downward trend in 
domestic capital. The effect on industry and agriculture of this de- 
capitalizing influence has been to reduce efficiency and delay the 
adoption of modern techniques. 

Financial reserves that in more normal conditions might have 
been used to strengthen a firm’s capital structure have tended to be 
absorbed in ever-rising production costs. The absence of reserves 
and the difficulty of obtaining exchange for imports of equipment 
have combined to make Argentina’s industries antiquated and 
inefficient, and therefore production costs have been high and par- 
ticularly sensitive to wage rises. 

A similar situation arose in agriculture, where Dr Raul Prebisch 
noted in one of his reports! that capital depletion had become plainly 
visible in the deterioration of the land, the encroachment of weeds 
on pastures, the lack of improvements in cattle stocks and crop 
strains, and the shortage of machinery. 

If productivity is the key to the reduction of unit production 
costs, then it seems clear that a large-scale re-equipment and 
‘automation’ of Argentina’s industry is urgently needed. The im- 


1 The Prebisch Report and The Prebisch Plan (Eng. trans., Bank of London and 
South America Ltd, 1956). 
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provement in productivity that can be achieved by an enlightened 
attitude among workers is limited by ordinary human capacities: 
the scope offered by the introduction of up-to-date machinery is 
almost limitless. ‘The improvements that could, and no doubt will, 
be achieved by the encouragement of foreign capital contributions 
in the form of new equipment could transform Argentina’s in- 
efficient economy in a matter of months. 

The attracting of foreign capital and the domestic formation of 
capital require conditions of at least relative monetary stability. 
After so many years of instability engendered by mismanagement 
of the country’s monetary affairs this will not be easy to achieve. 
During the Peron regime, when the Government acquired almost 
absolute control over the country’s resources, it became common 
practice to provide official finance by means of note issues. Whether 
to provide funds to the Industrial Bank and the Mortgage Bank to 
grant advances to selected customers, or whether simply to pay the 
wages of State employees, the habit was a powerful inflationary 
factor. The money supply increased from 22,000 million pesos in 
1950 to 98,800 million in 1958, the increase being much more pro- 
nounced in the currency ingredient than in the bank deposits sec- 
tion. In spite of Dr Raul Prebisch, whose insistence on the urgent 
need for sound monetary management was the central theme of his 
report,? the Provisional Government did not succeed in reducing 
administration expenses, nor was it expedient too drastically to 
curtail credit: in fact it is to be noted that the increase in the money 
supply continued unabated in 1956 and 1957. In the first year of 
President Frondizi’s administration the increase was more pro- 
nounced than ever before. 

A revealing indication of the inflationary consequences of this 
trend in the money supply is that in 1958 the cost of living in 
Buenos Aires increased by over 50 per cent, and over the twelve 
months June 1958 to May 1959 by 123 per cent, which exceeds 
anything recorded during the Perén regime or in any other Latin 
American country in recent times, or possibly ever. 

Thus it had become common practice for a certain proportion of 
the country’s domestic capital formation to be achieved by deliber- 
ate inflation—the loss of real purchasing power in the national 
income amounting to a sort of enforced saving. The proportion of 
capital formation carried out by legitimate or orthodox means must 
have been quite small, and is probably not above 7 or 8 per cent 
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of the national income at present—whereas double this rate is 
achieved in countries where monetary management is more normal. 

In addition to the more or less technical aspect of the problem, 
it is clear that, in an atmosphere of such instability, managements 
and business men seek to protect the real value of their profits by 
any means available, particularly by ensuring large margins; while 
workers seek to protect the purchasing power of their wages. 
‘These are highly inflationary factors in themselves. 

During his first year in office President Frondizi was perhaps too 
deeply concerned with the country’s political troubles to be able to 
unravel the economic tangle, though he achieved one major tri- 
umph that will later contribute very substantially to progress and 
stability—the adoption of his imaginative and ambitious pro- 
gramme for the development of the country’s petroleum resources. 

The immediate and urgent short-term problems were not 
effectively tackled until Sr Alsogaray became Minister for Econo- 
mic Affairs in June. He has resolutely resisted the easy way out of 
momentary difficulties and has stated publicly that loans from the 
official banks cannot be extended beyond what is available from 
existing resources. As a prelude to dismissing large numbers of in- 
efficient clerks from the grossly inflated administration he an- 
nounced that salaries might be delayed because of the lack of 
funds: formerly the situation would have been met by a note issue. 
The absence of any violent reactions to these proposed dismissals, 
even though they have been postponed, gives some reason for 
hoping that the reform may be smoothly carried out. 

These steps are part of a general stabilization campaign in which 
Sr Alsogaray is determined to reduce or eliminate the budget 
deficit of about 40,000 million pesos foreseen for the current fiscal 
year, which could only be covered by inflationary financing 
methods. Among other economies the elimination of food subsidies 
was perhaps the most difficult to implement, for social reasons. 
Sr Alsogaray has achieved it, however; prices of several food items 
have risen and so far there has been no serious outcry. The next 
most important task is to stabilize the weak balance-of-payments 
position. 

On the international front the position has been no less difficult 
than with domestic matters. The domestic problems have perhaps 
received more publicity, since they must be solved first before 
foreign economic relations can be put on a sound footing. 

Argentina is one of the many countries, in Latin America and 
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elsewhere, that have suffered from the decline on the world’s 
markets of the prices of primary commodities. The weakness in 
the prices of Argentina’s chief exports—grains, meat, wool, hides, 
and similar products and by-products of temperate zone agri- 
culture—began as long ago as 1949, and has shown no more than 
slight and fleeting signs of recovery since then. 

The country’s import requirements have expanded consider- 
ably as the growing industrial structure created a greater demand 
for machinery and materials that could not be produced locally, 
and in particular for energy in all its forms. The policies of the 
Peron regime, followed by those of the Provisional Government, 
taxed and discouraged exports as if the conditions of the early post- 
war years had been permanent and as if exports and exporters 
could stand being taxed without any effect on the country’s trade 
figures. As an attempt to force exporters to extract higher prices 
from their customers the policy was, in the circumstances, an 
abysmal failure. In some ways the discouragement of exports by 
taxation was also part of the short-sighted policy of transferring 
purchasing power away from landowners and farmers towards the 
urban industrial labour force; but the ultimate reduction of the 
country’s export potential did nothing to assist industry. Besides 
the shortage and high cost of industry’s needs, the uncertain future 
of investments in Argentina discouraged the influx of foreign 
capital that was, and still is, needed to assist in the re-equipment 
of antiquated industries and in the establishment of new industries 
to fill gaps in the none-too-well-balanced industrial structure. 

During Perén’s time the remittance of dividends and other 
earnings and the repatriation of foreign capital was subject to the 
approval of the Central Bank, which was seldom forthcoming. 
Since the establishment of a free exchange market soon after the 
revolution in 1955, expressly to take care of the inward and out- 
ward movement of foreign capital, the exchange rate has been un- 
stable and even erratic. It is not surprising that, in the absence of 
any special incentive such as operates in Brazil, foreign investors 
have displayed relatively little enthusiasm for Argentina. 

The stabilization of economic factors in general that is being so 
strenuously undertaken by Sr Alsogaray will, if it is successful, 
have the effect of stabilizing the exchange rate, and Argentina 
would then be able to attract foreign capital, conceivably on a very 
large scale, as the really fundamental development of a new eco- 
nomy begins to be visible. 
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This should emerge over the next few years from President 
Frondizi’s petroleum plan, which is in fact already under way. The 
question of petroleum has long been a political issue in Argentina; 
in many nationalist-minded circles, including very particularly the 
Army, there is a rooted objection to the granting of any sort of 
territorial concession or rights over natural resources to any foreign 
organization. Because of the relative ease with which foreign capital 
can associate with, or even dominate, local capital, many out-and- 
out nationalists maintain that the State alone should develop the 
country’s natural wealth. It was currently believed, and it seems 
credible, that the downfall of Peron was caused by his having 
signed a large territorial concession to a United States oil company: 
this act sparked off a mounting volume of discontent in the Army 
in a way that suggests that strong feelings are held on the subject. 
President Frondizi has very successfully manceuvred his plan 
round the objections of the nationalists by making it plain that the 
authority of the State Oilfields administration is absolute and that 
the State retains at all times dominion over national territory and 
the products of the subsoil. This is a necessary framework into 
which to introduce the foreign capital that has been needed to 
achieve anything at all: clearly the resources of the Government— 
especially as regards the need to import oil-well equipment from 
abroad—would never have been adequate for more than scratching 

the surface of what has now become known as an immense wealth 
" of petroleum. 

President Frondizi was successful in interesting a number of 
foreign companies connected with the oil business in what are 
called ‘service contracts’. Under these arrangements the contract- 
ing firm undertakes to survey a given area, to drill a minimum 
number of wells in an area that is defined by the survey, and to de- 
liver to the State Oilfields all the oil produced. The State Oilfields 
pays the contracting company a price that may vary according to 
the volume produced but will in any case be high enough above 
production costs to amortize the capital outlay within a reason- 
able period, at a reasonable rate of interest. ‘The prices per barrel 
agreed in practice—based on the companies’ experience in costing 
—have in all cases proved to be very substantially below the cost of 
imported oil delivered in Buenos Aires. 

At the same time contracts have been placed for the construction 
of gas and oil pipe-lines from the fields to the centres of consump- 
tion, via carefully placed refineries. The problem of transporting 
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oil has long been an impediment on even the modest volume of 
production that was current before the plan was introduced: the 
almost derelict railways were wholly unable to carry any significant 
volume over the large distances involved. Pipe-lines and refineries 
are solving the problem, and when the network is completed it will 
permit the expansion of production at the wells to almost any level. 

During the first six months of 1959, when the plan was only just 
beginning to move, production was 30 per cent higher than in the 
same period of 1958. By 1962 Argentina will be self-sufficient in 
petroleum, it is said—even allowing for increasing consumption— 
and in ten years’ time, it is believed, she may have become a second 
Venezuela. 

Even if this assertion is somewhat optimistic there is no doubt 
that Argentina’s position could be changed beyond recognition. 
To begin with, the elimination from the import bill of about 
U.S. $300 million will improve the balance of payments appre- 
ciably: the amortization through current payments of the capital 
invested in service contracts does not appear to be beyond the 
country’s means: the pipe-line programme is costly, but it has 
been adequately financed and should not be too heavy a burden 
seen in relation to the assets that it creates. 

It is also true that help is needed from abroad for other urgent 
projects, such as the reconstruction of the railways, the develop- 
ment of the steel industry, coal, electricity, and so forth, but the 
success of the petroleum plan and the imposition of economic 
discipline will combine to change the currently held conception of 
Argentina as a prostrate country and will make it seem dynamic 
and prosperous. In almost any event Argentina can hardly fail to be 
considerably better placed than Venezuela, or than any other oil 
country other than the U.S.A. Argentina has a well-developed and 
expanding industry and a sound agricultural tradition that will soon 
bring life back into farming once the financial conditions are 
established. 

To the extent that it is wise to attempt prophecies, especially 
where Latin America is concerned, it might guardedly be suggested 
that, though Argentina is now in the middle of the most acute diffi- 
culties, the ultimate future is perhaps more promising than it has 
ever been. 


S. A. 














The U.S.S.R. and her Northern 
Neighbours 


THE differences dividing East and West have crystallized most 
frighteningly in the very heart of Europe and since 1948 the issue of 
Berlin has epitomized that conflict. But Berlin is not Europe. The 
area of manceuvre extends all the way from the North Cape to the 
Black Sea. Although Scandinavia is not now regarded as one of the 
traditional cockpits of Europe, politicians and strategists on both 
sides realize its importance and consequently the countries of 
Northern Europe have become involved in what used to be known 
as the cold war. 

The strategic importance of the Scandinavian area is obvious: 
control of the Kattegat and Skagerrak gives the West a chance to 
bottle up part of the Soviet submarine fleet in the Baltic should this 
become necessary, and at the same time presents the Soviet naval 
staff with the constant problem how to deploy its units and how 
to prevent hostile forces from entering the Baltic. In addition, 
medium-range aircraft based on Norway can threaten the northern 
sea route to Russia. Above all, the U.S.S.R. has always been con- 
scious of the fact that the easiest approach to Leningrad leads 
through the Finnish marshes, and for that reason alone Moscow 
can never tolerate an anti-Soviet regime in Finland. 

These purely military considerations would only become de- 
cisive in the event of armed hostilities, and by now it can be as- 
sumed with some degree of certainty that neither West nor East is 
pursuing a policy aimed at war. But it is the legitimate duty of 
every Government to safeguard the security of its interests and to 
provide its military leaders with the best possible defence position. 
Inevitably, the diplomatic competition to procure outposts and in- 
fluence people has not by-passed the Baltic. 

The term ‘Scandinavia’, which for the purpose of this article 
includes Finland, covers a variety of commitments, attitudes, and 
policies. ‘There is a definite tradition of Scandinavian solidarity 
which finds expression in the Nordic Council, where common 
problems are discussed. Yet Norway and Denmark are members 
of N.A.T.O., Finland has a Treaty of Friendship, Co-operation, 
and Mutual Assistance with the U.S.S.R., and Sweden is neutral. 

Of the other States bordering the Baltic, Poland and East Ger- 
many are members of the Warsaw Pact and as such are occasion- 
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ally usetul as advocates of the Soviet point of view. Territorially 
and militarily they make a valuable contribution to the position of 
the Eastern alliance in the area. The Federal Republic, the avowed 
successor of the German Reich, has witnessed a diminution of Ger- 
many’s Baltic influence. On the other hand, Western Germany is 
beginning to play an important part in the N.A.T.O. naval 
organization in Northern Europe. Communist propaganda has 
been concentrating on reviving fears of West German rearmament 
in Norway and Denmark in an attempt to reduce public support for 
N.A.T.O. in these countries. 

The Russians see the problem of the Baltic in comparatively 
simple terms. It is the purpose of Soviet policy to prevent Finland 
from joining the Western coalition, and this has been achieved. As 
far as Sweden is concerned, Moscow is content to keep a watchful 
eye on her policy of neutrality while doing everything possible to 
discourage the Swedish Government from equipping its forces with 
atomic weapons. Norway and Denmark, which, according to 
Khrushchev, ‘got into the Atlantic bloc through a misunderstand- 
ing’,? are being constantly exposed to stereotyped Soviet con- 
demnations of that organization, and the Soviet aim is to wean 
these two countries away from the alliance or, failing that, to re- 
duce the value of their contribution to it. 

Khrushchev has acquired a reputation for realism and he must 
know that there is no likelihood that Norway and Denmark would 
leave N.A.T.O, as long as Soviet actions and Communist policy 
continue to provide the slightest raison d’étre for its existence. Yet 
he is certainly aware of the strength of the neutralist and pacifist 
appeal in Scandinavia, proved for example by Norway’s and Den- 
mark’s decision not to allow the stationing of foreign troops on 
their soil in peace time and by their reluctance to accept nuclear 
weapons. His latest, and superficially most attractive, proposal 
plays on the emotions and traditions common to all Scandinavian 
peoples. Speaking in Riga on 11 June 1959, Khrushchev declared: 
“The U.S.S.R. supports the idea of setting up an atom- and rocket- 
free zone in the Scandinavian peninsula and in the Baltic Sea area.’ 
He stressed that it would benefit all the peoples of Northern 
Europe if no military bases were to be maintained there by other 
countries. This, of course, was only of the several ‘zones of peace’ 


1 e.g. Soviet protests early this year against the construction of N.A.T.O. in- 
stallations by West Germany in Norway, although in peace time these are to 
remain under Norwegian control and are to be manned by Norwegians. 

2? Speech at Riga, 11 June 1959. 














THE U.S.S.R. AND HER NORTHERN NEIGHBOURS 389 


proposed by Khrushchev in recent months, but he may have 
thought that Scandinavian public opinion would provide excep- 
tionally fertile ground for suggestions of this kind. In fact, Scandi- 
navian acceptance of this idea would have been a triumph for 
Soviet foreign policy: the position of the U.S.S.R. would have re- 
mained as strong as before, whereas the smaller countries of 
Northern Europe would have been deprived of their defensive 
alliances and of the right to choose their weapons of defence. 'To- 
day the U.S.S.R. is the only Baltic country possessing atomic 
weapons and an atom- and rocket-free zone in that part of the 
world would only make sense if Russia, too, were to undertake to 
dismantle her nuclear installations on the Baltic shores. This has 
been the overwhelming reaction of the Scandinavian press to the 
Soviet proposal, but in all justice Khrushchev’s counter-argument 
must be given. He said at a public rally in the now Polish Baltic 
port of Szczecin on 17 July 19§9 that the establishment of a de- 
nuclearized zone on Soviet territory would provide no guarantee 
for the Scandinavian countries because of the long range of modern 
missiles. He went on to explain that his proposal was intended to 
exclude the Scandinavian countries from the sphere of action of 
nuclear weapons in a future war, thus at least limiting the scope of 
the disaster. Be that as it may, the majority of non-Communist 
opinion in Scandinavia rejected Khrushchev’s plan and the 
Governments of Sweden, Norway, and Denmark made it clear 
that they would not enter into negotiations on this matter during 
the Soviet Premier’s visit to their countries this summer. Despite 
this rebuff, the Russians keep on returning to the idea, continuing 
to misjudge Scandinavian reactions. For example, /zvestza reiterat- 
ed the substance of the plan in two long articles on 15 July and 
14 August 1959. 

Soviet diplomatic and propaganda pressure against Norway and 
Denmark falls within the pattern applied to other N.A.T.O. 
partners, but the situation in the Baltic is complicated by the pre- 
sence of one of the few uncommitted countries in Europe. Sweden, 
which has managed to stay out of the last two world wars, has 
shown no inclination to get involved in the next one. There is no 
doubt, however, that Swedish sympathies are with the West. The 
Swedish Government realizes that freedom from alliances is not 
necessarily a guarantee of independence. Of late there have been 
indications that it has been thinking seriously about supplying 
tactical atomic weapons to the Swedish armed forces. This has 
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made Sweden an obvious target for the ‘peace-zone’ proposal, and 
the Russians have severely criticized these Swedish plans, which ap- 
pear to have been shelved for the time being. The Soviet argument 
is that any Swedish step leading to atomic armament would help 
to undermine Norwegian and Danish reluctance to accept nuclear 
weapons within N.A.T.O., and that, in fact, independent action by 
a neutral would help the U.S.A. to overcome the distaste for nu- 
clear bases among her Northern N.A.T.O. allies. 

To some extent the U.S.S.R.’s capacity for manceuvre in 
Scandinavia is determined by the state of Soviet-Finnish relations 
at any given time. The Russians are therefore faced with a chroni- 
cally delicate situation. On the one hand it is an axiom of Soviet 
foreign policy that it will not tolerate an anti-Soviet Government 
in Finland and that it reserves for itself the right to define what is 
or is not anti-Soviet. On the other hand, the Soviet Government 
constantly reiterates its alleged policy of non-interference in the 
affairs of other countries and it is faced with the problem of squar- 
ing these declarations with its actions in Finland. The Soviet 
dilemma is increased by the knowledge that the rest of Scandinavia 
regards the state of Soviet-Finnish relations as an indication of the 
political climate in the Baltic. Although Finland is linked to the 
U.S.S.R. by the 1948 treaty (which runs until 1975), she is not a 
satellite in the East European sense of the word and continues 
to enjoy the forms and some of the substance of parliament- 
ary government. The severe limitations placed on this freedom 
emerged with frightening clarity during the 1958-9 government 
crisis. 

At the beginning of December 1958 the Finnish coalition 
Government, headed by the Social Democrat Fagerholm, had to 
resign because the U.S.S.R. refused to take delivery of Finnish 
goods under the current trade agreement and because she would 
not open negotiations on future economic relations. At the same 
time, a propaganda campaign was started to brand the Fager- 
holm Government as a danger to Soviet-Finnish friendship, mainly 
because the Premier belonged to the same party as some of the 
most outspoken critics of Communism. Once Fagerholm had re- 
signed, the Russians were quick to welcome the establishment of a 
minority Agrarian Government under Sukselainen. The economic 
talks were resumed within a few days. 

During the crisis there was no open and direct interference in 
Finnish affairs, and the Finnish press continued to comment 
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freely on all aspects of the matter. What forced President Kek- 
konen’s hand was his conviction that a modus vivendi with Russia 
had to be maintained if Finland was to remain independent. 
Furthermore, although the U.S.S.R. accounts for less than 20 per 
cent of Finland’s foreign trade, it so happens that Communist- 
dominated trade unions are strongest in those industrial fields, 
such as ship-building and metals, which export to the Soviet 
Union and where unemployment threatened to increase unless 
trade relations with the U.S.S.R. were restored. Kekkonen’s solu- 
tion of the crisis was probably the best that could be found in the 
circumstances, and the degree to which the U.S.S.R. was engaged 
in Finnish internal affairs was made clear during his meeting with 
Khrushchev in Leningrad immediately after the forty-day crisis. 

Addressing Kekkonen at a luncheon in Leningrad on 23 January 
1959; Khrushchev admitted that ‘good neighbours should not in- 
terfere in each others’ internal affairs’. But, he added, the U.S.S.R. 
had been ‘worried’ by the formation of the Fagerholm Govern- 
ment which, as he claimed, included among its supporters ‘notori- 
ously’ anti-Soviet personalities such as the Communists’ béte noire, 
the Social Democrat Tanner. He welcomed the Sukselainen Gov- 
ernment and hoped that Soviet-Finnish relations would improve. 
In his reply Kekkonen, unlike the Soviet Premier, adroitly avoided 
any comment on his country’s internal affairs, limiting himself to 
agreeing that Soviet-Finnish friendship ought to be based on 
mutual trust. 

The most recent example of Soviet interference in Finland’s 
affairs concerns the proposal that the Finns should join the ‘Outer 
Seven’ economic arrangement, which even Sukselainen thought 
possible. Pravda disabused him of this illusion in an article on 
19 July 1959: “There are distinct endeavours to draw Finland into 
groupings of which N.A.T.O. countries are members. It is known 
that these countries are not always free to take decisions in their 
national interests, as the leading role in this aggressive bloc is 
played by the U.S.A. It is obvious that the participation in these 
groupings of small countries which are striving to maintain a policy 
of neutrality, e.g. Finland, may lead to their being influenced by 
Powers which are interested only in strengthening their economic 
and political positions.’ The Soviet paper then underlined the sig- 
nificance of Soviet-Finnish trade and warned the Finns that its 
successful development ‘is to no small degree explained by the fact 
that Finland does not take part in closed economic groupings’. 
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Once before two of Russia’s neighbours had thought that the 
U.S.S.R. would allow them to divorce politics from economics. In 
1947 Poland and Czechoslovakia were prepared to consider co- 
operating with the Marshall Plan. Stalin stopped them. Today, 
Finland is still waiting for Khrushchev’s permission to expand her 
economic relations. 

Russia’s attitude toward Finland is not just an exercise in remote 
control. There are valid historical reasons why the U.S.S.R. 
should be concerned with developments in Helsinki. Memories of 
the 1939-40 winter campaign must still rankle in Moscow and the 
war-time threat to Leningrad was greatly increased because the 
Germans used Finland as a base. Although no Russian can really 
believe that Finland menaces Soviet security today, the cordon 
sanitaire concept has become very pronounced in Soviet political 
thinking since the war and it is this which largely governs the 
Soviet view of Finland. 

Russia’s standing in Scandinavia is affected by factors which 
often transcend the limited confines of Northern Europe. The 
Scandinavian view of the U.S.S.R. and of Communism was col- 
oured by events in Hungary, after which the influence of the Com- 
munists in Norway, Sweden, and Denmark declined considerably. 
Furthermore, the Danish Communist Party was torn apart after 
its leader Aksel Larsen publicly announced that he could no longer 
accept Moscow ‘automatically and mechanically’ as the seat of in- 
fallible knowledge. The inevitable happened: after being identified 
with the Yugoslav revisionists and Imre Nagy, he was expelled 
from the Party, in November 1958. Altogether, as a parliamentary 
force the Communist Parties in these three countries are negligible. 
The picture in Finland is different. There the Communists hold 
50 seats out of 200 in the Diet and thus are the biggest single party. 
Although they have been excluded from the Government since the 
Communist Minister of the Interior, Yrjé Leino, was voted out of 
office in 1948, they represent a potent and vocal political factor 
which no Finnish Government can ignore. It may be surprising 
that Finland, the victim of past Soviet aggression, should have such 
a large Communist Party, but unemployment (between 80,000 and 
100,000 in a nation of 4 million), and perhaps a desire to be counted 
among Russia’s friends, may have helped to swell the Communist 
vote. 

This summer the deterioration of Soviet-Scandinavian relations 
culminated in Khrushchev’s cancellation of his projected tour. 
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Once before, a Scandinavian tour by the Soviet leader had been 
abandoned; after the Hungarian events the Nordic Governments 
felt that he would not be made welcome and his tour in 1957 was 
cancelled on their initiative. This time it was Khrushchev who 
made the decision, and the reason given to the Danish, Norwegian, 
and Swedish Governments was the anti-Soviet campaign conduct- 
ed in their countries by some organizations and newspapers. The 
Finns, however, were only told that Khrushchev could not come 
because he had called off the whole tour. It appears that this action 
on the part of the Soviet Premier was a direct result of unfavour- 
able Scandinavian reaction to his Riga speech on 11 June. Perhaps 
he had hoped to be able to conduct negotiations about his ‘peace 
zone’ with his hosts, and his disappointment at the unequivocal 
rejection of his plan, added to his anger at anti-Soviet demonstra- 
tions and other signs that a considerable body of public opinion 
would not welcome him, may have been the real reasons which led 
him to give up his trip. His decision, inevitably, led to some re- 
crimination in the Scandinavian countries, but it is likely that, in 
view of the development of U.S.-Soviet contacts in the summer of 
1959, Khrushchev thought it advisable to conserve his energies for 
more important things than a sight-seeing tour of Scandinavia. 
Incidentally, the postponement of Khrushchev’s Scandinavian 
visit in the summer of 1959 has had a strong delayed-action effect 
on Swedish public opinion. Mr Unden, the Foreign Minister, has 
now refused to renominate the Conservative leader, Mr Hjalmars- 
son, for the Swedish U.N. delegation, traditionally an all-party 
combination. Although the Government has denied any intention 
of blackballing Mr Hjalmarsson for expressing public disapproval 
of Khrushchev’s Scandinavian tour, many Swedes do not accept 
the Government explanation. It would not be surprising if Swedish 
foreign policy should again become a target of heated discussion 
throughout the country. 

When Khrushchev told the Scandinavians from Riga, the capital 
of a formerly sovereign Baltic state, that he did not believe in ag- 
gression and that they had nothing to fear from the U.S.S.R., he 
either committed a diplomatic blunder or deliberately insulted 
his future hosts. The Russians may have chosen to forget that 
Lithuania, Latvia, and Estonia were once independent Baltic 
states, but their annexation and subsequent treatment by the 
U.S.S.R. invalidate many of Khrushchev’s proposals. Scandi- 
navian public opinion as a whole is still prepared to judge the 
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Russians by their past deeds, particularly in the Baltic area, rather 
than by expressions of intent. For this, Moscow has only itself to 
blame. 
Marxist dialectics discount the strength of genuine, humanitar- 
ian feelings such as exist in Scandinavia. Because they really can- 
not understand how deeply Scandinavians feel about freedom and 
how ardently they sympathize with the victims of oppression, the 
Communists operate under a self-imposed handicap. Yet no group 
of countries has been more desirous to keep out of military en- 
tanglements and to prevent war than Scandinavia, and Sweden, 
untouched by the last two wars, still follows the tradition of armed 
neutrality, though she does not equate this with spiritual neutral- 
ism. Finland, it has been shown, can no longer conduct an inde- 
pendent policy because she is Russia’s close neighbour. Norway 
and Denmark, not through a misunderstanding as Khrushchev 
averred in Riga, but after profound heartsearching, decided to ally 
themselves with the West. ‘The Scandinavians have no vested 
interest in the cold war and desire nothing better than to be left 
alone to manage their affairs to the best of their considerable 
abilities. As, however, they are not prepared to accept Soviet pro- 
posals at their face value, Norway and Denmark cannot rise to the 
bait of neutrality offered by Khrushchev. All the Scandinavian 
countries would certainly prefer to keep the cold war away from 
the Baltic, but on no account can they be expected to co-operate in 
turning it into a Russian lake. 

QO. Pick 
A. WISEMAN 


Israel’s Economic Problems 


A stupy of the Israeli economy needs to trace and reconcile both 
the many features it shares with other under-developed countries 
of the region—in particular, the dominant role played by the 
public sector of the economy, and by socialist or welfare-state 
ideas—and its own special characteristics and problems. 

It has been customary to attribute Israel’s economic problems 
largely to immigration. However, as Table I shows, immigration 
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has tailed off since 1951, and for the past seven years it has account- 
ed for a smaller proportion of the annual net increase of the 
population than natural increase has done. 





TABLE I 
SOURCES OF INCREASE OF THE JEWISH POPULATION OF JSRAEL, 
1948-58 
Immigration Natural Increase 
Net’ 

Year Gross Net! as % of the 000’s as % of the 

000’ 000’ mean annual mean annual 

population population 
1948? 02 101 15 — aie 
1949 239 232 26 21 2‘ 
1950 170 161 15 30 3°0 
1951 174 164 12 35 ae | 
1952 23 10 o'7 35 2°s 
1953 10 —2 —o'l 35 2°4 
1954 17 10 o'6 22 2°00 
1955 36 30 2°0 33 2° 
1956 55 44 2°7 33 2°0 
1957 71 60 3°4 34 2°0 
1958 26 14 o'7 33 2°90 

Source: Jerusalem, Central Bureau of Statistics. 
1 Immigration minus emigration. ? May—December only. 


Indeed, whether new sources of immigration are found or not, 
the birth-rate is expected to rise rapidly during the next few years, 
owing to the country’s changed demographic composition. Natural 
increase will then constitute a serious economic and social prob- 
lem, in particular since the birth-rate is highest among the 
culturally and economically backward sections of the population. 

The most striking characteristic of Israel’s economy is its large 
deficit on goods and services, which accounts for a substantial pro- 
portion of total resources. The deficits for 1956-8 are shown below. 

TABLE II 


ISRAEL’S DEFICIT ON GOODS AND SERVICES, 1956-8 
(in millions of dollars) 


Imports of Goods Export of Goods Deficit (—) on 
and Services} and Services* Goods and Services’ 

Year Total of which Total of which Total of which 

Goods (c.1.f.) Goods (f.0.b.) Goods 
(A) (B) (C) (D) (E) (F) 

1956 535 362 178 107 — 357 —256 
1957 560 432 223 141 237 — 291 
1958 573 421 239 139 —334 —282 


Source: Jerusalem, Central Bureau of Statistics. 


? Services includes military imports and exports. 
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After declining somewhat during the mid-1950s, the deficit has 
latterly been on the increase. (The trend shows all the more clearly 
when defence-imports are deducted.) The deficit on merchandise 
imports in 1958 would have been another tenth higher had it not 
been for the fall in import prices caused by the world recession. 
The Bank of Israel Report for 1958 estimates the import-savings 
due to these price decreases at $36 million, as against export losses 
of only $3 million. 

The actual proportion of Israel’s import needs covered by 
exports is even lower than might appear, owing to the high import- 
component in Israeli exports. Taking merchandise trade alone, 
which accounts for the bulk of the deficit, the average import- 
component of exports is estimated by the Ministry of Finance at 
50 per cent (25 per cent in the case of citrus, 80 per cent for dia- 
monds, and 55 per cent for other industrial exports).1 Many 
economists consider even these estimates to be over-optimistic. 
This means that rather less than 20 per cent of Israel’s merchandise 
import needs are met by value-added from her merchandise ex- 
ports. 

The deficit has been covered mainly by unilateral transfers. 
There is no single agreed figure for Israel’s foreign currency 
receipts since the State was founded, partly because of the diff- 
culty in distinguishing between gross and net figures of Jewish 
contributions, and partly because many debts are serviced directly 
from revenue in the country where they were incurred. Mr Levi 
Eshkol, the Minister of Finance, recently gave the figure of $3,200 
million for unrequited imports over the period 1948-58; other 
estimates would place the figure at as much as $500 million higher. 

When the State was founded in 1948, Israel had reserves of 
about $150 million (composed of sterling balances together with 
foreign securities then held by residents and subsequently 
acquired by the Government). At the end of 1958 the State’s net 
indebtedness in foreign currency stood at $485 million. German 
reparations have accounted for some $500 million, German resti- 
tution payments to Israeli residents for $160 million, and invest- 
ments in Israel for another $3-400 million. The rest of the deficit, 
close on $2,000 million, has been financed by contributions from 
world Jewry, eked out by U.S. Government aid. 

Table III gives a picture of the country’s foreign currency 


 Divrei Hesber LaTaktsiv (Explanations of the Budget), Jerusalem, Ministry 
of Finance. Annual. 
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revenues, apart from export earnings, during the past three years. 


TABLE III 
MAIN SOURCES FINANCING ISRAEL’S IMPORT DEFICIT, 1956-8 


Item Source 1956 1957 1958 
(in millions of dollars) 
I Jewish contributions through United 92 61 70 
Jewish Appeal and other institutions? 
2 U.S. Government aid? 47 49 55 
3 German Reparations 83 80 72 
4 Net indebtedness: new loans and interest 
accruing minus repayments and increase 
of reserves 45 48 19 
PRIVATE TRANSFERS: 
5 German restitutions to Israeli residents 26 45 65 
6 Gifts to individuals, etc., and transfers by 
immigrants 10 15 35 


7 Investments by foreign individuals and 
firms 17 18 8 
Source: Jerusalem, Central Bureau of Statistics. 


! The high level of 1956 and fall in 1957 were partly due to heavy borrowing in 
1956 on account of receipts repaid in 1957 in the case of a refunding loan. 

2 U.S. aid includes grant-in-aid, agricultural surpluses, and other sums whose 
counterpart in Israeli currency is released for development schemes, but excludes 
loans which are repayable in foreign currency, e.g. Export-Import Bank loan. 


The figures probably understate revenue and net indebtedness. 
Recent controversies make it appear that the Israeli Government 
has been borrowing heavily on account of its future income under 
the reparations agreement and may well by now have exhausted 
over three-quarters of the total instead of the half envisaged in the 
rate of utilization as originally agreed. Moreover, judging by the 
sums set aside by the Jewish Agency for the servicing of loans, the 
future income from Jewish contributions appears to be heavily 
mortgaged for years ahead. 

Since the high level of unrequited income from abroad is likely 
to decline within the next few years, Israel’s social stability and 
political independence are bound up with her ability to achieve 
radical improvement in her balance of accounts. Her progress in 
recent years has not been encouraging. The deficit on goods and 
services over the period 1950-8 was equal to 25 per cent of the 
gross national product on average, varying between 19 per cent in 
1951 and 31 per cent in 1952 and 1956. In 1958 it was 26 per cent. 
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It thus continues to constitute a high, and even increasing, pro- 
portion of Israel’s available resources, even though immigration 
has fallen to a trickle and heavy investments made in previous 
years have had ample time for fruition. 

The economy’s vulnerability to fluctuations in foreign currency 
revenues can be gmged from the composition of imports. Ten per 
cent, on the average, of goods and services are accounted for by 
defence imports, another 15 per cent approximately by other ser- 
vices (including debt servicing), and the remaining three-quarters 
by merchandise imports. Investment goods (including building 
materials) account for a fifth to a quarter of these imports. Con- 
sumer goods imports have decreased, a fact which has occasioned 
considerable official satisfaction: they now account for barely more 
than an eighth of merchandise imports. Raw materials and fuel 
imports, however, have nearly doubled since 1950, thanks to heavy 
investments in industry and agriculture; they more than compen- 
sate for the decrease in imports of manufactured goods, and since 
exports have failed to increase commensurately the country’s 
expanded industry and agriculture have been kept going at the 
expense of a deterioration in the balance of payments. 

Since the home market is largely saturated with products of local 
industry, any further expansion must devote the bulk of its pro- 
duction to exports and to the processing of locally produced raw 
materials (which are scarce and expensive), if it is not to lead to 
further deterioration in the balance of payments. So far Israeli 
industry has been relatively unsuccessful at exporting, in spite of 
new equipment and considerable export subsidies, open and con- 
cealed. The reasons for this lack of success include a wide and 
ever-growing gap between domestic price levels and import-and- 
export prices, as well as the encouragement of consumption, and of 
production for consumption, by subsidies and other devices.! 

The General Manager of one of Israel’s largest enterprises, the 
Ata textile works, stated two years ago that product per man-hour 
was one-third lower, and wages per man-hour half as high again, in 
his enterprise as in comparable enterprises in Holland—in other 
words, his product was more than twice as expensive. This effec- 
tively priced him out of world markets. Other deterrents to effec- 
tive exports include high transport costs, dear money, geographical 
disadvantages, and less than satisfactory management and initiative 
in seeking foreign markets. So far Israeli industry has been kept in 


? Bank of Israel, Annual Report for 1957 
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something of a hothouse, guaranteed a home market at whatever 
prices it needs to charge. 

The situation in agriculture is equally unsatisfactory. By 1953 
the market had become saturated with the traditional products 
of Israeli agriculture—vegetables, fruit, poultry, and other fresh 
goods. Since sales of citrus, Israel’s one large solid export product, 
are limited by both topography and marketing possibilities, 
further development of agriculture required a change-over to 
industrial crops, which in turn demanded considerable changes in 
scale of production, outlook, and labour intensity. Since 1953 
changes of this nature have been urged by many leading figures in 
Israeli economic life, but political and other interests have pre- 
vented their implementation to the degree necessary to reverse the 
adverse effects on the balance of payments of further agricultural 
investment and expansion. 

‘The Bank of Israel Report cited above complains that ‘subsidies 
on agricultural products, mainly vegetables, fruit, milk, and eggs 

. increased their relative profitability. As a result their produc- 
tion greatly expanded at the expense of a possible increase in the 
output of industrial crops whose contribution to a more favourable 
balance of payments far exceeds that of fruit, vegetables, livestock, 
and poultry products. In view of the fact that investment was made 
in the light of their relative profitability, these subsidies exert an 
undesirable influence on the structure of agriculture.’ 

‘There has for a long time been wide agreement on the measures 
needed to make the Israeli economy more competitive. They 
include the balancing of budgets, decrease in public expenditure 
(an important cause of inflation), higher labour productivity, wage- 
restraint, the possibility of dismissing redundant or inefficient 
workers (virtually impossible at present), and the careful examina- 
tion of future development plans, primarily in the light of their 
contribution to the balance of payments. These views are reflected 
both in speeches by Premier Ben-Gurion and his economic 
Ministers and in the Bank of Israel’s Annual Reports. 

However, the political implications of wage restraint, dismissals, 
curtailment of Government employment and services, and other 
measures needed to achieve economic viability led to their con- 
tinual postponement. The Bank of Israel Report for 1957 carried 
a warning note; economic policy, it complained, ‘paid too much 
attention to short-term considerations and did not make adequate 
allowance for the country’s economic requirements in the long run, 
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when capital transfers from abroad will decline considerably. In 
these circumstances a high level of real income and employment is 
dependent on stepped-up production for the domestic market, 
leading in turn to the continued rise in imports and to the increase 
in the deficit on current account.’ 

During 1958 the same trends continued to operate. As the 
Bank’s next Report was to complain, the expanded production 
permitted by increased imports went to personal consumption, 
which has increased fairly steadily during 1950-8. By 1958 overall 
personal consumption had risen by some 130 per cent over that of 
1950, and per capita consumption was 45 per cent above that of 
1950. 

The desire to maintain high and rising levels of employment and 
income in disregard of economic logic, under conditions where the 
Government and other public authorities control a substantial part 
of total resources, has led to a distortion of the economic and occu- 
pational structure. 

This emerges clearly from Israeli national-income statistics. In 
1958 the breakdown of the national income according to origin 
among the main branches of the economy (by percentage) was: 
agriculture, 12-2; industry and mining, 22-4; building, public 
works, and transport, 14-4; Government and non-profit-making 
institutions, 19-5; finance, banking, commerce, and services, 31° 5. 
These percentages were much the same for the six preceding years.} 
The distribution of manpower among the various economic 
branches followed a largely similar pattern as follows (by per- 
centage): agriculture, 18; industry, mining, and public utilities, 
24; building, public works, communications, and transport, 16; 
Government and non-profit-making institutions, 22; banking, 
finance, commerce, and services, 20. These percentages were much 
the same over the preceding years.” 

It is not unusual for agriculture to account for a higher pro- 
portion of the working population than of national income; in the 
case of Israel, however, there is a tendency for statistics to over- 
state the proportion of the labour force engaged in agriculture, e.g. 
many members of kibbutzim engaged in service occupations, and 
members of new settlements engaged largely in building and public 
works, appear as agricultural workers. 

The low proportion of the national product generated in primary 
and secondary branches as compared with service industries might 


1 Jerusalem, Central Bureau of Statistics. 2 ibid. and Bank of Israel. 
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be appropriate to a highly advanced industrial country, where 
large-scale industry and productive agriculture call for such a 
superstructure of services. In Israel, however, small-scale industry 
predominates (a quarter of all industrial employees are engaged in 
enterprises with less than ten employees, half in enterprises em- 
ploying between ten and a hundred, and only a tenth in enter- 
prises employing more than 300). The gross national product per 
head in Israel places her ‘below the middle-income developed 
countries and above the low-income countries of southern and 
eastern Europe’.! A healthy ratio between primary and secondary 
branches, on the one hand, and the service industries, on the other, 
in a country at Israel’s technical and economic levels, would be ap- 
proximately two to one, instead of the existing ratio of approxi- 
mately one to two. 

This imbalance cannot be attributed either to the effects of 
immigration or to shortage of investment capital. Net immigration 
has added only a tenth to the labour force since 1951; the incre- 
ments of labour force and resources to the economy have distribut- 
ed themselves among the various branches of the economy in 
accordance with the previously existing proportions. As for capital, 
the Minister of Finance claimed recently that some $650 million 
had been invested in industry and electricity since 1948, thanks to 
foreign aid. Since additional employees in industry (including 
handicrafts) during the period number about 60,000, while the 
increase in annual net value added by industry (at 1958 prices) is 
not more than I £350 million, a substantial part of this capital must 
have been misinvested. 

There are a large number of case-studies showing misinvest- 
ment or inefficient investment in particular branches and enter- 
prises. Specialist consultants, for example, questioned the advis- 
ability of investing I£120 million (with a large foreign currency 
component) in a steel combine which was to mine low-grade ores 
and smelt them by electricity in order to make and roll billets for 
reinforcement rods. It was pointed out that the savings in foreign 
currency would be infinitesimal and the cost very high. But the 
project, sponsored by the trade-union-owned industrial combine, 
has been established with Government capital and tariff-protection 
for its products. Experts similarly advised against sinking Govern- 
ment money in a copper-mining project near Eilat, but their advice 

* Harold Lubell, /srael’s National Income and Expenditure (Jerusalem, Central 
Bureau of Statistics, 1956). 
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was disregarded; the final investment was twice what had been 
estimated, at constant prices, and unless world prices of copper 
show large and unexpected increases the plant will not only fail to 
cover capital charges but is likely to show a continued deficit on 
current operation. 

In agriculture, too, as a well-known American agricultural 
economist invited to advise during the mid-1950s complained, 
investment in equipment is higher in Israel than it is in the most 
advanced farms in the United States; and this in a country whose 
main concern should be to increase the proportion of its labour 
force engaged in agriculture and industry. 

The developments enumerated above have been accompanied by 
what the Bank of Israel Report for 1957 described as permanent 
inflation, characterized by rising costs, excess demand, and rapid 
increase in the money supply. The Israeli pound, which was 
devalued (at the same time as the pound sterling) from $4 to 
$2-80 in 1949, was devalued again in 1952 to $1 and in 1954 to its 
present official rate of $0-56. Since then, a de facto multiple 
exchange-rate has been operated, to the annoyance of the Inter- 
national Monetary Fund and the discomfort of most of those who 
have dealings with the Israeli economy. Exporters receive pre- 
miums of anything between 20 and 8o per cent for their foreign 
currency earnings, in addition to other open and hidden export 
subsidies. Importers and other recipients of foreign currency allot- 
ments pay various imposts and premiums. As the Bank of Israel 
Report for 1957 complained: ‘A complex system of subsidies and 
imposts was created, whereby they are fixed or levied in accordance 
with administrative measures which are unevenly applied to the 
commodities concerned, thus disturbing the regular and efficient 
operation of the economy.’ 

The money supply has increased sixfold during the period, 
about four times the rate of increase of the real gross national pro- 
duct, the main cause being increased Government borrowing from 
the Central Bank. 

Increases in the internal price level are more difficult to estimate, 
partly because of the unevenness of their incidence. The con- 
sumers’ retail index has only tripled during the period, thanks 
largely to heavy subsidies paid out to keep down the prices of 
items which figure prominently in it, and to heavy outlay in 
foreign currency on consumer goods and raw materials. Building 
costs have risen steeply and many other prices even more. 
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During 1958 the price increases slowed down considerably, 
thanks partly to changes in the system of paying cost-of-living 
allowances, but mainly because the decline in import prices, and 
the high level of foreign currency receipts (and the sharp decline 
in immigration) permitted an exceptionally high level of imports of 
consumer goods and of raw materials destined for their production. 

The stability of the currency, therefore, like high levels of con- 
sumption and employment, of social services, and of housing con- 
struction, remains dependent on high and steadily rising levels of 
foreign currency income. But, during the next few years, important 
sources of income will dry up. 

German reparations have another few years to go (officially they 
are due to end in 1966); German restitution payments to Israeli 
residents will decline sharply by the mid-1960s as lump-sum pay- 
ments become exhausted and recipients of pensions, most of whom 
are elderly, die off or emigrate. (The discrepancy between the pur- 
chasing power of the restitution payments in Germany and in 
Israel, among other reasons, has already led to considerable 
emigration by recipients.) If restitution payments drop by half, the 
total loss from these two sources alone will be about $100 million 
a year. 

Israel’s foreign debt will begin to fall due in increasing amounts 
in the next few years, and by the mid-1960s repayments or re- 
funding will absorb over $50 million a year. 

Consequently, even if U.S. aid and Jewish contributions and 
loans remain at their present high level, Israel will have to find 
another $150 million a year merely to retain her present levels of 
consumption, without taking into account population increase or 
the increased level of amortization on her recent investments. 

She is unlikely to be able to cut her defence expenditure so long 
as Arab rearmament continues at its present level. Other imports 
or services would be difficult to cut. There is only limited scope for 
reducing imports of consumer goods, which amount to less than 
half the sum of $150 million under discussion, foodstuffs included ; 
they provide an important source of Government finance. (The 
Government earns from If3 to I£g on every dollar released for 
imports of luxury or ‘semi-luxury’ goods which fill the shops at 
present.) Any substantial reduction in imports of raw materials, 
fuel, and spare parts would have an immediate effect on income 
and employment in industry, agriculture, and transport, throwing 
the whole economy into crisis. 
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Residential and public building, which together account for 
40 per cent of gross investment, would be politically difficult to 
reduce. They play an important part in maintaining employment, 
especially for immigrants, and in the building-materials industries. 
Recent rioting by oriental Jews, who attribute their unsatisfactory 
housing conditions to communal discrimination, has aroused 
apprehensions about possible communal cleavage, and the Govern- 
ment has recently announced its intention of retaining publicly 
financed residential construction—which accounts for over half the 
total—at the highest possible level in order to re-house as many as 
possible of these oriental immigrants. 

For some years now the Government has been anxious to 
attract foreign investment, in order to reduce its own share in 
financing investment, especially the foreign currency component. 
The conditions described earlier, however, have made Israel less 
than attractive as an investment proposition, as can be seen from 
Table III, item 7. 

The logical answer would be increased exports. In order to earn 
additional revenue of the order of magnitude of $150 million, 
gross exports would have to be quadrupled, and would have to 
increase from less than a tenth to more than a third of total output. 
This, in turn, would require major economic reforms. The dis- 
crepancy between domestic and import prices would have to be 
removed, presumably by devaluation, a lowering of living standards, 
and a sharp reduction of Government expenditures to permit a 
balancing of the Budget at a lower level. It would also involve a 
drastic increase in labour productivity and labour discipline, longer 
hours, and reduction of costs throughout the economy, and the 
diversion of current resources from consumption to export. 

Even if these conditions, which would constitute a reversal of the 
country’s major economic trends, were to be fulfilled, the process 
of streamlining the economy, improving quality, eliminating waste, 
and winning markets would be long and painful. 

From time to time, public utterances by leading figures in the 
Government and trade union movement have admitted the need 
for such policies, and have even urged austerity and greater 
productivity, but, as the statistics show, they have baulked at the 
political implications of such steps. During the last few months, 
with elections in the offing, they have been more than usually 
reluctant to touch on these questions.! Moreover, the figure of 


1 By comparison with the frank admissions made by Mr Ben-Gurion, Mr 
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$150 million is far from pessimistic. A decline in U.S. Government 
aid, a possible decline in contributions from U.S. Jewry, jaded by 
continual emergency appeals or embarrassed by a minor recession, 
might substantially increase it. 

The question naturally arises why the young State’s leadership 
and body politic—who have considerable achievements to their 
credit in military, diplomatic, cultural, and scientific fields— 
should have allowed their economy to drift into such an impasse. 
The reasons must be sought in the stock of ideas with which they 
were equipped and the social structure which has evolved. Like 
many new socialist-nationalist regimes, they were elated by the 
military and political successes which brought them to power and 
buoyed up by the enviable certainty that socialism bestows on its 
adherents. They were convinced that capitalism and imperialism 
alone had prevented the achievement of higher living standards, 
up-to-date social services, full employment, and job security—in 
short, of all the benefits which they thought of as ‘social justice’ 
and the fruits of political victory rather than as the reward of long 
and painstaking economic achievement. They held it as axiomatic 
that public ownership and control over economic resources were 
intrinsically superior, both morally and economically, to private 
ownership and the free play of the market. Their previous experi- 
ences, which had been concerned primarily with political and 
military struggle, led them to lay great store by the use of methods 
appropriate to these fields in economic life too. 

Their optimism was epitomized by an early election promise of 
Mr Ben-Gurion to the effect that socialist power would make pos- 
sible a rapid increase in living standards, mass immigration, large- 
scale development, and adequate defence expenditures, all at one 
and the same time. 

They combined this optimism with a penchant for the more 
spectacular economic development schemes, in particular in such 
branches as heavy industry, mining, chemicals, large-scale irriga- 
tion schemes, and for large units in general. Warnings by econo- 
mists against the misuse of resources and over-rapid increase in 
living standards were brushed aside. What might be called a 
‘heroic’ attitude towards economic questions became fashionable, 
while economic calculation was condemned as cowardice or ‘in- 





Eshkol, and others at the Congress of Mapai, the ruling party, in 1956, the tone 
of the party’s recent pre-election Congress shows marked retrogression in this 
respect. 
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ability to understand the capacity for labour-heroism and self- 
sacrifice of the masses’. ‘Profitable’, ‘economically viable’, and 
‘effect on balance of payments’ became almost dirty words. A 
common reaction to economic criticism was: ‘If we had stopped to 
weigh things up as you suggest, we should never have dared to 
undertake our war of independence.’ 

The rapid growth of the public sector of the economy, which 
now accounts for some three-quarters of the national income,! has 
contributed to the over-spending, misuse of resources, and un- 
healthy occupational structure. The public sector is composed of 
central and local government, the Histadruth (originally a trade 
union organization which now accounts for some third of the 
country’s enterprises), and the ‘National Institutions’ (including 
the Jewish Agency and the Jewish National Fund, which, together 
with the Government, own most of the urban and agricultural 
land). Each of these three groupings runs politico-administrative 
services and economic enterprises. 

The public sector is controlled, in turn, by the political parties, 
whose control and co-ordination is effected by staffing all key posts 
(and many other posts, too) by party cadres. This has converted 
many sectors of the economy into a gigantic vertical monopoly, in 
which political and economic power are mutually interdependent. 
For example, one may find local authorities and agricultural settle- 
ments where all building is the monopoly of the Mapai-controlled, 
Histadruth-owned building contractors, and where only the 
Histadruth-owned wholesale and retail trading organization may 
open shops. The contracting firm and shops, in turn, form a pro- 
tected market for Histadruth-owned industry, which also enjoys a 
privileged position vis-a-vis Mapai-controlled economic Ministries 
where import licences, foreign currency allocations, subsidies, 
loans, tariffs, and other objects of economic controls are concerned. 

This system has gone a long way towards eroding rational price- 
formation as a guide to the allocation of resources. Where the party 
is at one and the same time entrepreneur, banker, buyer and seller, 
trade union, minister, and civil servant, as well as politician and 
protégé, economic criteria and constitutional checks and balances 
alike are undermined. Where the parties are engaged in a fierce and 
continuous struggle for political and economic power among them- 
selves, and frequently regard control of economic enterprises and 
Ministries or institutions as weapons in the struggle, economic 

1 Speech by Mr Levi Eshkol, at Mapai Congress of 1956. 
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considerations are too often likely to be sacrificed to political 
expediency. The wide scope of patronage, and its importance in 
the party-struggle, have also encouraged expansion of administra- 
tive and white-collar employment. 

It is true that experience has sobered many Mapai leaders, while 
many of the Israeli-born intellectuals who staff the middle ranks of 
the economic Ministries and institutions, teach at the university, 
or carry out economic research, are openly critical of the present 
system and policies. But the inherent logic of the system, the 
momentum of the party machines, and the absence of a strong, 
independent middle-class, are all felt. A curious synthesis between 
Messianism, the optimism beyond despair which has sustained the 
Jews through apparently hopeless periods of their history, and 
Israel’s successes of recent decades has combined to produce a 
Micawber-like certainty that further miracles will undoubtedly 
happen to save Israel from the worst results of her economic 
indiscretions, and that the dollars will be found, somehow. 

Critically minded Israelis themselves have been among the first 
to trace the similarity between Israel’s own economic hubris and 
that which other over-eager under-developed countries have 
experienced; neighbouring ‘Turkey, Greece (in the early ’fifties), 
and a number of Latin American States come to mind. When 
the Buchanan and Ellis study on economic development! was pub- 
lished, several reviewers in Israel used it to draw parallels between 
Israel and the countries which came in for critical treatment. 

There are also several differences. Whereas three-quarters of 
Turkey’s population still lives in a largely subsistence economy 
and is barely aware of her balance-of-payments crises, Israel’s 
Jewish agricultural sector, no less than her predominantly urban 
population, is dependent on imports of food, raw materials, and 
fuel for consumption and employment. 

Both Greece and Turkey found it necessary to undergo a painful 
deflationary cure for their inflation, over-valued currency, over- 
investment and consumption, and balance-of-payments deficit. 
‘The Greek cure succeeded, while Turkey’s, which is now in pro- 
gress, appears to be going well. Both countries were able to undergo 
the cure thanks to heavy financial aid from the U.S.A. and other 
N.A.T.O. Powers, given on condition that they undertook the 
necessary reforms. Their experience proves that even with massive 


1 Norman Sharp Buchanan and Howard S. Ellis, Approaches to Economic 
Development (New York, Twentieth Century Fund, 1955). 
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aid, equal to more than the annual gross foreign currency out- 
going, such a cure is a painful and disruptive business which causes 
considerable suffering—declining living standards, business losses, 
and bankruptcies—before economic health is restored and in- 
comes begin their slow climb. 

Now Israel’s dilemma lies in the fact that so long as she con- 
tinues to enjoy the high level of foreign currency receipts which 
could be used to ‘cushion’ such a drastic cure, there is no effective 
pressure for reform, since the revenues permit the nation to carry 
on in its present way. But if reforms are put off until balance-of- 
payments difficulties bring about a severe economic crisis, it will be 
all the more difficult to introduce and execute reforms, since the 
country will no longer have the reserves, revenues, or borrowing- 
power with which to finance the ‘import-surplus to end all import- 
surpluses’ that can make the cure bearable, albeit painful. 

So far, Israeli socialism has been able to survive with a high 
degree of political freedom and social solidarity, in spite of its 
economic defects, thanks to the large import surplus, which took 
the edge off many conflicts and enabled Israel to enjoy Western 
standards of living, social services, and democracy in combination 
with Middle Eastern levels of productivity. The removal of this 
economic prop may not leave her political institutions and other 
Westernizing achievements unscathed. 

ALFRED SHERMAN 


China’s Policy Towards Minorities 


CHINA is a land of many nationalities. The Han (Chinese) con- 
stitutes the overwhelming majority of the people, accounting for 
about 94 per cent of the total population. Besides the Han nation- 
ality there are sixty-odd national minorities with a total population 
of about 36 million, constituting approximately 6 per cent of the 
total population. The numerical strength of the minorities varies 
from a few hundred to over 6 million. The ethnic composition of 
the people of China, as given in the latest census report, is as follows 
(excluding Taiwan and the 12 million Chinese resident overseas) :! 


1 State Statistical Bureau, Peking, 1 November 1954. 
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Nationality Number 
Han (Chinese) 547,283,057 
Mongol 1,462,956 
Hui 3,559,350 
Tibetan 2,775,022 
Uighur (Turki) 3,640,125 
Miao 2,511,339 
4 3,254,269 
Chuang 6,611,455 
Puyi 1,247,883 
Korean 1,120,405 
Manchu 2,418,931 
Other nationalities 6,718,025 
Total 582,603,417 


The minority nationalities are scattered over wide areas, mostly 
in the border regions. Though they constitute only 6 per cent of 
the total population they occupy nearly 50 per cent of the coun- 
try’s total area of 3-76 million square miles. There are around 
a dozen different nationalities in North-West China, totalling 
about 6,300,000 people, roughly one-fifth of the population of the 
region. ‘The minorities in the South-West number more than 20 
million and constitute about 20 per cent of the total population of 
that part of China. About 8 to 9 million members of minority 
nationalities, constituting one-twentieth of the population of those 
regions, live in Central and South China. 

The minorities differ from one another as much as, sometimes 
even more than, they differ from the Chinese in respect of economic 
and cultural development and religious beliefs. The Manchus, who 
use the Chinese language, are almost on a par with the Chinese 
economically and culturally, but generally speaking, many of the 
minority nationalities are in a state of extreme—social, economic, 
and political—backwardness. Many of the minorities, including 
the numerous Chuang, do not even have a written language and 
little is known about their social and cultural life. The social 
organization of the minority peoples is very complex and there are 
wide variations from area to area. Chinese sociologists are trying 
to increase their knowledge of the social and cultural life of the 
minority peoples in order to assist in the task of identifying the 
minority nationalities and evolving suitable policies. Generally 
the studies initiated by the Communist Party lay stress upon three 
points: (i) Observation of the new way of life promoted by the 
Party and the Government, ‘paying attention to how the new 
culture and new life grew, in what manner they are accepted by the 
masses and how the new needs of the masses are met’; (ii) an 
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assessment of the old culture of the people ‘to understand better 
the contradictions existing in the new culture and new way of life’, 
and (iii) a ‘penetrating survey of the national pattern of culture and 
life of each nationality and of the law of changes in such patterns’ 
to gain a better perspective for the application of new policies.! 

The policy of the Communist Government towards the minority 
nationalities is governed by the ‘General Programme of the 
People’s Republic of China for the Implementation of Regional 
Autonomy for Nationalities’, promulgated by the Central People’s 
Government on g August 1952, and by the ‘Decisions on Measures 
for the Establishment of Local Democratic-Coalition Govern- 
ment of Nationalities’ of the Central Government of 22 February 
1952. The policy is designed ultimately to remove the differences 
between the Han (Chinese) and the minorities. With a view to 
ensuring special attention to the development of minorities, the 
Communist Party has introduced the principle of regional 
autonomy for minority groups. According to the ‘General Pro- 
gramme’ there are three main types of national autonomous areas: 
(i) those areas each inhabited by a single minority nationality; (11) 
those areas in which one minority group predominates, although 
in them are included other minority nationalities with very small 
populations (e.g. the Inner Mongolian Autonomous Region); (iii) 
those regions which include a number of areas each of which is in- 
habited by a different minority nationality (e.g. Kwangsi Chuang 
Autonomous Region). The national autonomous units may in- 
clude areas with predominant Han (Chinese) population; but the 
Han minority within an autonomous unit cannot claim regional 
autonomy for itself, except that, in localities within a national 
autonomous region where the number of Hans is exceptionally 
large, a ‘democratic-coalition government’ of nationalities is 
formed in which the different nationalities inhabiting the area are 
represented on the basis of the ratio in population. 

Article 3 of the Constitution of the People’s Republic of China, 
adopted in September 1954, declares China to be a multi-national 
country, proclaims the equality of all the nationalities in China, 
and guarantees the right to regional autonomy to all the minority 
nationalities living in compact communities. It forbids discrimina- 
tion against any nationality. The National People’s Congress, the 
supreme organ of State power in China, is required, according to 


1 Fei Hsiao-tung and Lin Yao-hua: ‘A Study of the Culture and Life of the 
Minority Nationalities’, Jen Min Fih Pao (Peking), 16 August 1956. 
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Article 34, to constitute a Nationalities Committee from among its 
members to deal with matters important to the various national 
minorities of China. The Nationalities Committee constituted by 
the First National People’s Congress had eighty-four members, of 
whom five-sixths were members of minority nationalities. 

Originally all national autonomous units were called autonomous 
regions. In the Constitution they are classified as autonomous re- 
gions (equivalent to provinces), autonomous chou (an intermediate 
unit between the autonomous region and the autonomous Asien), 
and autonomous Asien (counties), according to the size and popula- 
tion of each. In April 1959 there were in China four autonomous 
regions (Inner Mongolia, Sinkiang Uighur, Kwangsi Chuang, and 
the Ninghsia Hui Autonomous Regions), twenty-nine autonomous 
chou, and fifty-four autonomous hsien. In addition there was a 
Preparatory Committee for a Tibet Autonomous Region, which 
had come into being in April 1956.! 

The organization and work of the organs of self-government in 
the autonomous areas are specified in section V, Chapter II, of the 
Constitution. The basic principles of organization are the same as 
apply to the organization of the other local organs of State power 
(Article 67). The form of each organ of self-government is to be 
determined in accordance with the wishes of the people of the area. 
The powers of the various organs are analogous to those enjoyed 
by other organs of the State at the corresponding level. ‘Their func- 
tions and powers include, within limits set by law and the Consti- 
tution, the administration of their own local finances and the 
organization of their own public security forces in accordance with 
the military system of the State. Subject to endorsement by 
the Standing Committee of the National People’s Congress, their 
powers further extend to drawing up statutes governing the exer- 
cise of autonomy, or separate regulations suited to the political, 
economic, and cultural characteristics of the nationality or nation- 
alities in a given area (Article 70). Article 72 of the Constitution 
enjoins the higher organs of the State fully to safeguard the right 
of the organs of self-government belonging to all autonomous 
counties to exercise autonomy and to assist the various minority 
nationalities in political, economic, and cultural development. 

? Chou En-lai: Report on the Work of the Government (Speech delivered be- 
fore the first session of the Second National People’s Congress in Peking, 18 
April 1959). For a list of the minority autonomous areas as of 1954 see ‘Com- 


munist China’, by C. A. Fisher, in W. Gordon East and A. E. Moodie, eds.: The 
Changing World (London, 1956), p. 574. 
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Article 24 of the Electoral Law of the Republic guarantees that 
150 seats in the National People’s Congress (whose membership 
exceeds 1,200) are to be filled by minority representatives elected 
from amongst the minority nationalities themselves, besides minori- 
ty deputies elected otherwise. Further facilities in the matter of 
representation enable those who are scattered over the country 
to elect their representatives. 

The Constitution lays down that the organs of government in 
the autonomous regions, chou, hsten, and ‘nationality hstang’ (town- 
ships), are the respective people’s congresses. Deputies to the 
people’s congresses are elected indirectly by similar bodies at 
lower levels, except that the people’s congress at the lowest level 
is elected by direct franchise. The numerical strength of the 
people’s congress of the autonomous region varies with the 
population of the region. The counties each elect from one to five 
deputies to the regional congress. The term of office of the people’s 
congress of the autonomous region is four years and the term of 
office of other local people’s congresses is two years. The local 
people’s congresses at each level ‘ensure the observance and exe- 
cution of laws and decrees in their respective areas; draw up plans 
for local economic and cultural development and for public works; 
examine and approve local budgets and financial reports; protect 
public property; maintain public order, safeguard the rights of 
citizens, and the equal rights of national minorities’. They have 
supervisory authority over the local people’s councils at their re- 
spective levels, and can revise or annul the decisions of people’s 
councils and people’s congresses of the next lower level. At the 
top of all stands the National People’s Congress which is the sole 
legislative body in the country with overriding authority over all 
other organs. The congresses elect the people’s councils, which 
serve as the local government; they are responsible to the people’s 
congresses of the corresponding level and are also subject to the 
direction of the people’s councils of the higher level. 

Apart from the Manchus, almost all the minorities originally 
had either an agricultural or a pastoral economy. As part of the 
national programme, agrarian and other reforms were carried out 
in the minority areas though, at any rate in the early stages, these 
reforms were introduced in the minority areas only after their im- 
plementation in the Han (Chinese) areas. Explaining the constitu- 
tional provisions dealing with the minorities, Liu Shao-chi, who 
submitted the report of the committee for drafting the Constitu- 
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tion, said that on account of the uneven development of the various 
nationalities in China the Constitution visualized different dates 
for the achievement of socialism by the various nationalities. For 
historical reasons the Han people, who comprised the overwhelm- 
ing majority of the population, had a relatively high political, 
economic, and cultural level and were therefore likely to achieve 
socialism earlier than others; so that ‘by the time socialist trans- 
formation is under way among the national minorities the work of 
building socialism will probably have achieved big successes in 
most parts of the country. By then conditions for socialist trans- 
formation among these national minorities will be more favourable 
because by that time the state will have still greater material 
strength to help them.”! 

An idea of how the reforms were introduced in the minority 
areas may be gathered from the experience in the Yi nationality 
areas of Szechwan, where it took about a year, from February 1956 
to February 1957, to complete the task. The Hsichang administra- 
tive district of Szechwan has a population of 300,000, including 
220,000 people of Yi nationality, and is composed of 17 autonomous 
chou, 28 multi-national chou, 2 autonomous hsien, g multi- 
national Asien, 118 single-nationality hstang, and 63 multi-national 
hsiang. The first steps were taken in one hsien in February 1956. 
As experience was gained, reforms were extended to six Asien in the 
course of the following seven months. And by February 1957 the 
introduction of reforms had been completed in areas with a popu- 
lation of 140,000, and was in the process of implementation in areas 
inhabited by about go,o00 people (excluding those of Han nation- 
ality). The process was peaceful. “There was no digging up the last 
cash, no accounting for the old debts, no face-to-face denunciation, 
no throwing into prison, no killing. The surplus portion of pro- 
perty was purchased in all Asien, except in Ningnan hsien where it 
was requisitioned. In accordance with the spirit of the policy of the 
Government of not lowering the treatment and living standard of 
the upper level personnel, consideration was given to the owner of 
slaves who experienced difficulties when purchase or requisition 
was made.” In the seven hsien where the reforms had been 
completed, the people had, by the end of 1956, set up thirteen 
higher agricultural producers’ co-operatives, 107 lower agri- 


1 Liu Shao-chi: Report on the Draft Constitution of the People’s Republic of 
China (Peking, 1954), pp. 48-9. 

? Speech of Lo Ya-ying before the second National Committee of the Chinese 
People’s Political Consultative Council (Jen Min Jih Pao, 12 March 1957). 
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cultural producers’ co-operatives, and 1,175 mutual-aid teams.! 

At the beginning of 1959 reforms had been carried out in all the 
minority areas except Tibet and a few other places. By a decision 
of the Chinese Communist Party the introduction of reforms in 
Tibet had been deferred until 1963. But the rising in Tibet in 
March 1959, culminating in the dissolution of the Tibet Local 
Government and the flight of the Dalai Lama to India, saw the re- 
versal of that decision of the Party. The National People’s Con- 
gress, in a resolution adopted in April, called for steps to be taken 
for the introduction of reforms in Tibet. On 17 July 1959, the 
plenary session of the reconstituted Preparatory Committee for 
the Tibet Autonomous Region decided to implement the resolu- 
tion with immediate effect.2 The Preparatory Committee resolu- 
tion envisages the introduction of the reforms in Tibet in two 
stages: the first stage is the mobilization of the masses through the 
suppression of the rebellion, and a campaign to end rebellion, un- 
paid forced labour, the treatment of persons as chattels, and to re- 
duce rent and interest; the second stage will consist in the re- 
distribution of land. 

The reforms, which are already being implemented, involve 
changes, not only in land ownership, but also in administration, 
law, religion, and social customs. The Communist Party is follow- 
ing a policy of discriminatory confiscation—paying some sort of 
compensation to feudal lords and monasteries which have re- 
mained loyal to the Communists, but withholding these conces- 
sions from those who sided with the Dalai Lama,’ who, interesting- 
ly enough, is still the titular head of the Preparatory Committee. 

Striking progress is claimed in the minority areas since the 
victory of the Chinese revolution in 1949. The Government has 
reported all-round development in the economic and social fields 
and crude suppression of the minorities is said to be a thing of the 
past. Measures which have been adopted to help the nationalities 
develop their economy, culture, and education‘ include provision 
of subsidies and loans, technical assistance, free medical service, 
training of minority nationality specialists and administrators 


1See ‘From Land Reform to Communes in China’, The World Today, 
March 1959, pp. 124 ff. 

* Hsinhua News Agency (Hong Kong), Daily News Release, 21 July 1959, 
pp. 8-9. See also thid., 3 July (for a summary of the Panchen Lama’s speech); 
8 July (for a summary of the speech of Ngapo Ngawang Jigme, the Vice- 
Chairman and Secretary-General of the Preparatory Committee for the Tibet 
Autonomous Region). 

*D.N.R., 8 July 1959, p. 3; 3 July, pp. 25, 36. 

*Fei Hsiao-tung: ‘Free and Equal Family’, People’s China (fortnightly). 
(Peking, 16 May 1955.) 
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by the various schools for nationalities, and trade on a fair and 
equitable basis. Irrigation has been expanded and diversification 
of crops and occupations has been introduced and encouraged.! 
Educational efforts also were made in the national minority areas 
and by the first half of 1958 the enrolment of the minority nation- 
ality primary school students reached 3,190,000; middle school 
students, 310,000; and students in higher educational institutions, 
16,000. Summing up the situation, Chou En-lai told the National 
People’s Congress in April 1959: ‘Of the country’s minority popu- 
lation of 36 million, the number of students totalled 3,510,000. 
Compared with pre-liberation days, the number of primary school 
pupils has increased over six times, middle school students 
seventy-nine times; and students in higher educational institutions 
twenty-seven times.” If it is recalled that the majority of the people 
belonging to the minority nationalities had no written language at 
the date of liberation the magnitude of the achievement becomes 
apparent.* 

Less progress has been made in political autonomy under the 
Constitution. The provisions regarding political and economic 
autonomy have largely remained a dead letter. Notwithstanding 
the provision, in Article 71 of the Constitution, that in performing 
their duties the organs of State in all autonomous units should 
employ the spoken and written language commonly used by the 
minorities living in the area, nothing much was done to implement 
this in practice—presumably because of the difficulties presented 
by the absence of written languages in many cases. Li Wei-han 
therefore uttered the following warning in May 1957: “This pro- 
vision [Article 71] must be carried out, if the autonomy organs are 
closely to approach and link up with the masses of the people of the 

*D.N.R., 15 June 1959, p. 5; 18 July 1959, p. 3. 

® Chou En-lai: Report on the work of the Government, op. cit. 

§ An idea of the nature of the problems that have to be dealt with in educating 
the minorities is given in the following extract from a deputy’s speech before 
the National People’s Congress on 2 June 1956: ‘Owing to the great mobility of 
the herdsmen, permanent school buildings are lacking in pastoral areas. As the 
herdsmen are widely scattered, the students are unable to attend schools early 
in the morning and come back in the evening. If the students live in hostels it 
will not only reduce the labour power of the families, but will also increase the 
financial burden of the families. Therefore it has been difficult to establish 
primary schools in pastoral areas, and even if they have been established it will 
be difficult to consolidate them.’ (Hsijaochiatso, Chairman of the China Budd- 
hist Association.) New China News Agency, Peking, 27 June 1956. 

* Li Wei-han (Director of the United Front Department of the Central Com- 
mittee of the Chinese Communist Party); ‘Some views on the question of the 
Establishment of the Chuang Nationality Autonomous Region’ (Jen Min Fih 
Pao, 4 May 1957). ‘Since the promulgation of the Constitution, the various 


autonomous chou and hsien have seldom exercised the right’ granted to them 
under Article 70 of the Constitution, he says. 
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local nationality, and to serve them properly.” There has as yet 
been no clear demarcation between central and provincial functions 
and revenue, though efforts are being made to evolve a satisfactory 
solution. 

The extreme economic and political backwardness of the 
minorities, coupled with the historical antagonism between the 
Chinese and the minorities, has a tendency to generate Pan- 
Hanism, which is manifested in the impatience of the Chinese with 
the habits and ways of life of the minorities and which seeks to 
mould their lives according to the Chinese pattern, on the one hand, 
and local nationalism, which seems to sense danger in every reform 
suggested by the Chinese, irrespective of its soundness, on the 
other. In so far as the Chinese are in a comparatively advantageous 
position culturally, politically, materially, and numerically, the 
Communist leaders have characterized Pan-Hanism as the chief 
factor impeding the implementation of a healthy nationalities 
policy. Of the clashes that have so far occurred between the 
Chinese and the minorities, that in Tibet has been the most violent 
and far-reaching in its impact. 

The development of the minority areas has a special significance 
for China because a success in this field would revolutionize the 
social and economic life, not only of the minorities, but also of the 
whole of China. It may hold the key to the future of China in so 
far as the only way of reducing the pressure of population growth 
in certain parts of China,* which is growing more acute, may lie in 
opening out the vast expanses of the under-populated minority 
areas, which are rich in mineral and forest resources and hold great 
potentialities for development. The Government has sought to 
encourage large-scale Chinese resettlement in minority areas, but 
it is opposed not only by the patent unwillingness of the Chinese to 
move out of a familiar environment to face an uncertain future, but 
also by the unconcealed distrust of Chinese intentions, sometimes 
amounting to active hostility, of the minorities, who cherish bitter 
memories of past Chinese oppression. 

SUBHASH CHANDRA SARKER 

- 

: The key to the solution of this problem [of removing the distrust and in- 
equality between the various nationalities in China]’, said Mao Tse-tung, ‘lies 
in overcoming great-Han Chauvinism’ (D.N.R., 19 June 1957). 

3 Ninety per cent of the 600 million people of China live on only one-sixth 
of the country’s area, while in the remaining five-sixths live but 60 million people. 
See Subhash Chandra Sarker: ‘Population Planning in China’. Population Re- 


view (Indian Institute for Population Studies), Madras, Vol. II, No. 2 (July 
1958), p. 51. 
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